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The rehabilitation and reopeni ng of U ban Bank appears to
have been derailed by allegations of the bank's
connections to former President Estrada. O her bank
mergers, however, continue to nove forward. The
continued deferral of the "Expanded Val ue Added Tax" on
financial and other services will give the governnent and
| egislature nore tinme to decide how to define "val ue
added." Wiile exports in 2000 continued to grow, they
grew far bel ow expectations. And we report on a few key
devel opnents growi ng out of the opening of the retai
trade sector to foreign investnent.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our February 2001 Econom c CQutl ook, which is also
avail abl e on our web site.
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The Phili ppine peso continued to strengthen against the
dollar this week. Traders suggested that dollars were
continuing to flowinto the Philippines based on hopes
that the new governnent would be able to push forward
with a real agenda for reform creating new business
opportunities. On noderate trading activity, the peso
strengthened to close at P47.55/US$ fromits February 9
cl ose of P48. 20/ US$.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
JAN 08 50. 939 50. 940 93.0
09 50. 902 50. 935 77.0
10 51. 064 51. 150 112.0
11 51. 325 51. 325 149.5
12 51. 460 51. 590 99.6
JAN 15 51.978 52. 400 134. 1
16 52. 649 52. 780 158.0
17 54. 808 54. 625 70.0
18 55.013 54. 790 118.5
19 53. 357 47. 500 101.6
JAN 22 48. 207 49. 300 188. 3
23 49. 750 49. 200 122.2
24 48. 473 48. 350 150.0
25 48. 638 48. 840 116.0
26 49. 321 49. 720 124. 3
JAN 29 49. 676 49. 480 126.0
30 49. 412 49. 600 110.6
31 49. 221 48. 975 99.4
FEB 01 49. 150 49. 160 168. 0
02 49. 215 49. 120 118.0
FEB 05 49. 161 49. 110 62.5
06 48. 857 48. 610 161.0
07 48. 706 48. 580 139.1
08 48. 284 48. 250 187.5
09 48. 052 48. 200 120. 6



FEB 12 48. 140 47.820 167.5
13 47.674 47. 630 131.1
14 47. 583 47. 955 131.0
15 47. 889 47. 490 267.5
16 47.550 47.550 125.6

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

On expectations that the policy maki ng Monetary Board of
t he Bangko Sentral ng Pilipinas (BSP, the central bank)
will continue to cut its key policy rates (and
suggestions the U S. Federal Reserve will do the sane),
interest rates in the Philippines continue to noderate.
The Monetary Board announced anot her 50 basis point cut
in overnight rates on February 9, bring the borrow ng and
Il ending rates to 11% and 13.25% respectively. This is
the fifth such cut since the beginning of the year.

Wth nore than P10 billion worth of bids chasing P4
billion worth of T-bills on offer at the February 12
action, interest rates on 91-day bills dropped 25.6 basis
points to 10.607% Rates on the 182-day bill fell 26.1
basis points to 11.913% but rates on the 364-day bill
only eased 6.2 basis points to 12.632% At the auction
of 2-year Treasury bonds on February 10, the interest
rate on the bonds sank 50 basis points to 13.625% A
full award of P3 billion was nmade agai nst over P7 billion
worth of bids.

Depart ment of Finance Undersecretary Joel Banares told
reporters that the governnent planned a $400 million bond
float sonetinme later this year, probably after May 2001
el ections. Banares said the anmount could be increased,
but that the timng of the roadshow to pronote the bonds
woul d wait until June. Banares said the delay would
all ow the governnent to have some nore concrete results
to show potential investors, including a conpleted

el ectric power reform package, resulting in | ower
borrowi ng costs.



Auction Date 91 days 182 days 364 days
JAN 08 12.598 13. 657 14. 240
JAN 15 12. 365 13. 657 14. 237
JAN 22 11. 760 12. 556 13. 136
JAN 29 11. 165 12. 181 12. 699
FEB 05 10. 863 12. 174 12. 694
FEB 12 10. 607 11.913 12. 632

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

JAN 11 17. 1677 14. 50 — 20. 00
JAN 17 17. 1154 14.50 - 21.00
JAN 25 16. 8757 13.50 — 20.00
FEB 01 16. 4046 12.75 — 20.00
FEB 08 15. 8376 12.50 - 19.00
FEB 15 15. 2550 12. 25 - 19. 00

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

The Philippine stock market just held its own this week.
Traders said that a | ack of any significant good
corporate news kept mgjor investors away. Wat trading
activity there was was driven by profit taking and
bargain hunting. Fromits February 9 close of 1695. 59,
the 33-share Philippine Stock Index fell marginally to
cl ose at 1689. 91.

Phi |'i ppi ne Stock Exchange | ndex (PH SIX) and
Val ue of Shares Traded



Dat e PHI SI X Val ue

Cl ose (MI1lion pesos)
JAN 08 1494. 38 522
09 1531. 82 682
10 1534. 15 962
11 1515. 89 609
12 1541. 65 798
JAN 15 1567. 93 1910
16 1551. 79 1359
17 1458. 63 1876
18 1438. 21 1114
19 1452. 93 1204
JAN 22 1708. 06 7161
23 1662. 30 2724
24 1665. 43 1153
25 1639. 18 877
26 1708. 18 6074
JAN 29 1686. 28 1319
30 1668. 43 728
31 1687. 00 1159
FEB 01 1669. 13 601
02 1669. 58 616
FEB 05 1652. 08 352
06 1664. 23 652
07 1659. 25 441
08 1683. 44 764
09 1695. 59 995
FEB 12 1712. 06 734
13 1692. 27 556
14 1687. 74 622
15 1688. 05 534
16 1689. 91 950

Source: Philippine Stock Exchange

PHI LI PPI NE ECONOM C OQUTLOCK RELEASED



The U.S. Enbassy has released its February 2001

Phi | i ppi ne Econom ¢ Qutl ook. The 12 page report
constitutes a broad overview of recent econom c events,

as well as informal analysis of challenges facing the new
gover nnent of President Macapagal - Arroyo. The docunent

al so includes charts, graphs, and a full page of vital
econom c statistics. The report is now avail able on the
Enbassy Internet website at:
http://usenbassy. st ate. gov/ mani | a.

BANK NOTES

Bank Merger Sinks Deeper into Linbo: As a “sequel” to
our report | ast week, the nuch-awaited nerger between
Bank of Commerce (BOC) and Urban Bank (a medi um sized
commerci al bank which closed in April 2000) appears to
have been thrown into even deeper uncertainty. Last
week, a BOC statenent said that the bank remai ned
commtted to the nerger, even as it “considered it
prudent to proceed only if all legal issues are resolved
with finality”. A statenent this week, however,

i ndi cates that BOC nmay be heading for a conpl ete change
of heart. That statenent said “an assessnent of recent
devel opnents nakes it necessary for BOC to reconsider

this line of direction [sic].” BOC s president stated
that “the paramount question in our mnds is if it is
still viable for BOC to nmerge with Urban Bank considering

the controversy the cl osed bank has generated recently.”

In addition to the escalating |legal battle between the
Bangko Sentral and fornmer Urban Bank officials over the
|atter’s closure, recent weeks saw fornmer congressnen,
who served as prosecutors in the aborted inpeachnent
trial, linking Uban Bank to all eged Estrada accounts.
They cl aimed that the former Philippine president had
been able to withdraw funds from Urban Bank — possibly
funded by interbank | oans froma governnent bank — | ust
bef ore Urban Bank declared a bank holiday. They also
accused BSP Governor Rafael Buenaventura (an Estrada
appointee with a fixed six-year term of having used
advance know edge to tip off the former Philippine
president as well as the BSP Provident Fund.



Less than two weeks ago, BOC appeared all set to

i npl enent the nerger -- confirmng to Enbassy that it was
merely waiting for the Bangko Sentral’s official go-ahead
af ter havi ng obtained the approval of Urban Bank’s
depositors and creditors. Senior officials at the Bangko
Sentral and Philippine Deposit Insurance Corporation had
al so indicated that they expected U ban Bank to reopen
(under BOC managenent) before the end of the quarter. In
his nost recent statenment this week, however, BOC s
president said “we want the viability of the nerger to be
assured and anything less than this will naturally
require us to re-study our options.”

But More Bank Mergers in the Wirks: The Monetary Board
(the Bangko Sentral’s highest policymaki ng body) recently
approved a nerger between conmmercial banks

Banco de Oro (controlled by tai pan Henry Sy) and Dao Heng
Bank (local subsidiary of the Hong Kong-based Dao Heng
Bank group). Banco de Oro officials said the two banks
had si gned a nenorandum of understanding to nmerge before
Decenber 2000. As of end-2000, Banco de Oro ranked
thirteenth (by assets) anong the 45 commercial banks in
operation, and Dao Heng Bank forty-first. According to

i ndustry reports, the nmerger will be executed through a
share swap arrangenent (where Dao Heng Bank ends up with
a mnority interest in Banco de O o).

The Monetary Board al so approved a nerger between
commer ci al bank Philippine Bank of Communi cati ons (PBCom
ei ghteenth largest in terns of assets) and Consuner
Savings Bank (a thrift bank). PBComofficials said an
agreenent between the two banks had been reached in
Novenber .

There are another 18 acquisition or nerger proposals

(it nvol ving 3 commerci al banks, 4 thrift banks, 30 rural
banks, and 1 non-bank financial internediary) pendi ng BSP
approval. Since the Asian crisis, the Bangko Sentral has
approved 31 acquisition or nerger arrangenents (involving
26 commercial, 16 thrift, 6 rural banks, as well as 8
non- bank i nternediaries).

EVAT ON BANKI NG AND OTHER SERVI CES TO BE DEFERRED ANEW



President d oria Macapagal -Arroyo is expected to sign
into law a bill which will defer to January 2003 the

i nposition of a 10% val ue-added tax on services rendered
by banks and ot her non-bank financial internediaries.

The bill, ratified by both houses of Congress before

adj ourni ng on February 8, also defers the inposition of
the 10% VAT on the practice of professions; on services
rendered by broadcasting, cinematographic, and other
nmedi a talents; and on professional athletes. These
services were anong those included for VAT coverage under
an "expanded val ue added tax" (EVAT) |aw signed in 1994.
The EVAT broadened the scope of the original 1988 VAT

| aw, but provided for deferred effectivity (to January
1997) for the particul ar services nentioned above. Three
nore defernments (the |last of which was supposed to have

| apsed at the end of 2000) followed. The recently
ratified bill would represent a fifth postponenent.

The governnent’s goal was to replace the long-criticized
5% gross receipts tax (GRT) inposed on nost financi al
intermediaries wwth VAT. The VAT was also intended to
replace a long-criticized 5%tax on life insurance

prem uns. However, issues subsequently arose on how
“val ue added” should be determ ned for banks and
financial services firnms; hence the defernents. The
gover nnment had been working on a nore acceptable formula
to determ ne value added for financial services (referred
to as the “financial institution tax” or “FIT"). That
effort has been the subject of often contentious
consultations with industry players, as well as of del ays
caused by changes of | eadership at the Departnent of

Fi nance (DOF). DOF officials said that their agency had
presented the | atest version of the proposed FIT
(together with a bigger financial tax reform package of
which it is a part) to the Lower House s ways and neans
commttee in Septenber 2000. However, the DOF was unabl e
to have the proposed | egislation sponsored and fil ed.

The governnent intends to resubmt a financial tax reform
package to the new Congress which convenes in July.

DOF officials also told the Enbassy that they expect a
VAT on professional services to remain a contentious
issue. In providing for the | atest defernent,

| egi slators had argued that the “exercise of a

prof ession” was nore a call to public service rather than
a noney-maki ng pursuit (a clai mwhich, not surprisingly,



has net with considerable skepticism. The legislators
had argued that the VAT — a tax on the sale of goods and
services “in the ordinary course of trade or business” —-
t heref ore appeared i nappropriate. Concerns have al so
been raised on the potential upward effect of a 10% VAT
on professional fees (especially for essential services
rendered by, for exanple, doctors and ot her nedical
practitioners).

2000 EXPORTS UP 8. 7% FAR BELOW 15% TARGET

Due to a substantial slowdown in global demand for

el ectronics (from23%in 1999, annual growth declined to
4.4% in 2000), which account for nearly 60% ($22.5
billion last year) of annual nerchandi se shipnents,

Phi | i ppi ne export growth year-on-year slipped froma
strong 18.8%in 1999 ($35 billion) to 8. 7% in 2000 ($38
billion) (table I'). While this was well below an earlier
grom h target of 15%to $40 billion, sone anal ysts say
forei gn buyers who stepped up 1999 orders ahead of the
transition to the new m |l enni um have been using their
inventory. |Industry sources have conceded that transfer
prices of many el ectronic devices have rapidly gone down
as existing nodels are rapidly replaced by new and

i nproved-t echnol ogy products in the market.

O her inportant exports such as autonotive parts and
accessories and garnents, which posted two-digit growth
rates of 19% (to $5.9 billion) and 12% (to $2.8 billion)
respectively, also contributed to total 2000 export
receipts (table I'l). Agricultural exports, led by
coconut and fruits and vegetables, also posted two-digit
grow h rates, although their contribution accounted for
just four percent of total export receipts. Decenber’s
strong performance (up 18. 7% from a year-ago | evel) was
attributed to a 20% rebound year-on-year in electronics
exports. Despite strong growth in shipnents of non-

el ectronic products, the electronics sector will remain
the econony’s main export driver.

Sone industry anal ysts see the econom ¢ sl owdown now
bei ng experienced by the U S. and Japan as the bi ggest
drag on Philippine exports. The U S. renains the

Phi li ppines’ |argest market particularly for

sem conduct or devices, garnents, coconut oil and sugar.



The U.S. purchased $11.4 billion worth of Philippine
products, accounting for 30% of the country’s total
exports in 2000. Japan is second |argest market having
purchased $5.6 billion worth of Philippine goods (led by
el ectronics and autonotive parts) or 15% of total

shi pnent s.

Tabl e |
Phi |'i ppi ne Export Performance
January — Decenber 2000

1999 2000 Pct Change

(Value in MII USS) (yly)
January 2,581 2,717 5.3
February 2,569 2,902 13.0
Mar ch 2,702 2,989 10.6
April 2, 346 2,668 13.7
May 2, 747 2,931 6.7
June 2, 857 3,410 19. 4
July 2,851 3,219 12.9
August 3,212 3,529 9.9
Sept enber 3,693 3,502 (5.2)
Cct ober 3,460 3,398 (1.8)
Novenber 3,075 3,317 7.9
Decenber 2,944 3,495 18.7
Jan- Dec 35, 037 38, 077 8.7

Sour ce: Nati onal Statistics Ofice

Table I1
Maj or Phili ppi ne Exports
January - Decenber 2000

1999 2000 G owmh Rate
(Value in MII US$) (in pct)
TOTAL EXPORTS 35, 037 38, 077 8.7
Manuf act ur es 31, 734 34, 363 8.3
El ectronic Egpnt. & parts 21,558 22,517 4.4
Mach. & Transport Eqpnt. 4,971 5, 930 19.3
Garnments & Textiles 2,489 2,801 12.5

O her Manuf actures 2,716 3,115 14. 7



Agr o- based Products 1, 461 1, 656 13.3
Coconut Products 458 569 24.2
Fruits & Veget abl es 456 535 17.3
Shrinp and Prawns 287 328 14. 3
O her agro-based 260 224 (13.8)

M neral Products 645 649 0.6

Q her Traditional 816 1, 007 23. 4

O her Transactions/re-exports 956 932 (2.5)

Source: National Statistics Ofice

RETAI L TRADE SECTOR EXPANDS

Following Price Smart’s announcenent to independently
open its first retail store in the Philippines, US-based
Wal - Mart Inc. has confirned its planned entry into the

| ocal retail business (its first venture in Asia) after
it backed out late |ast year citing political
uncertainty. Trade and Industry Secretary Manuel A
Roxas has asserted that Wal-Mart is finalizing its entry
strategy, whether to do a solo (like Price Smart) or
enter the market with a partner (like President group of
Taiwan). Wal-Mart is |ooking at possibly breaking ground
for its first retail store (Samis Club type) by third
quarter of this year. VWl -Mart is also looking into
establishing a regional distribution and training center
in view of the country’s |arge pool of English-speaking
and skilled workers. Wal-Mart will be the third major
foreign retailer to conme into the country since the
retail trade industry was liberalized | ast year.

On February 9, the Gokongwei famly’ s Robi nson Retail

G oup opened its first outlet of a conveni ence-store
chain designed to conpete with market | eader 7-Eleven.
Called “Mni Stop”, Robinson’s |atest venture is a P400-
mllion (about $8.5 million) tie-up with Japan’s

M t subi shi Corp. (40% and Mni Stop Corp. Ltd. (49%.
Robi nson’s goal in the next three to five years is to put
up over 500 conbo-store and fast-food outlets where
custoners will be able to pay their electricity, water



and phone bills (utility bills) through Mni Stop stores.
Mni Stop is Robinson’s second venture with M tsubishi;
the first is Nissin’ s noodl e production.



